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Anti-inflation the me 
Two clear messages 

1. Don't expect to solve in short run 

But optimistic economy is working its way out of problem 

2. Concern whatever program is produced preserve your credibility - 
most essential element in dollar's stabilization 

Specifically hope you'll not overstate the potential of 
guidelines, tax income based policies, or whatever to 
reduce inflation in near term, but recognize they're useful 
steps in a longer battle 


SECRET 


r t\ & C-. 


Approved For Release 2001/07/26 : CIA-RDP81B00401R002800020062-5 



Apprpy/edFor Release 2001/07/26 : CIA-RDP81 B00401 ROO280(lfr26'0&2-5^ 

' / / ^ ' * * /. ? ' * 



' A—— - -l 

Of u££L~ 
t (L ~ 


Following is a text of a report on the U.S. economy presented 
The Business Council on October 13, 1978 by Irvin/ S. Shapiro 
Chairman, E.I. duPont de Nemours & Co. 


to 


Report on the Current State of the U.S. Economy and Outlook 
As Seen By the Technical Consultants To The Business Council 


net as ea 
have the! 
September 
forecast 
the outlo 
averages 
terns of 
siderably 


The views of 
sy co summariz 
r numbers for 
, but these don 
suggests' that 
ok for 1979 , v; 
for the full y 
growth as well 
more optimist 


our economists on the outlook for 1979 are 
e today as they have been previously. We 
1979, based on a survey taken in early 
’t tell the whole story. The statistical 
our consultants are in basic agreement on 
hich they are in one sense, but statistical 
ear can cover up different quarterly pat- 
as the view of those who are either con- 
ic or more pessimistic than the majority. 


on fho fnl ? aS - d ° n the s urve Y results, our consultants would agree 
on the following aspects of the outlook: 


this year , 
for 1979, 
are lower 
interprete 
today than 
same relat 
were in Ap 
from t . 3% 
next year 


First 


The 
versu 
than 
d as 
they 
ive s 
ril , 
to 3 . 
than 


? th e _ e conomy will g row more s 

ir median forecast is for a ri 
s an expected 3 . 8 % gain this y 
those in their April survey, b 
meaning they are more pessimis 
were in April. They are anti 
lowdown in growth between 1978 
but have lowered their growth 
8%. Only one consultant antic 
this year. 


l owly next y eKr'_frhan 
se of 3% in real GNP 
ear. These numbers 
ut this should not be 
ic about the outlook 
ipating about the 
and 1979 as they 
expectation for 1978 
ipates faster growth 


Segond^__bhere will be no recession in 1979 . that is, there 
will not be two consectuve quarters of declining real growth. 
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The weakest sector of the economy next year will be 
residential construction, primarily single-family housing. 
Their median forecast is for a decline of 6 . 3 # in real 
outlays for residential construction, although two 
consultants anticipate a continued rise in construction 
expenditures next year. Higher interest rates and 
reduced savings flows will be responsible for the decline. 

The consultants expect corporate profits to rise H . h% 
next year, following a strong 11 . 7 * gain this year. However 
two consultants anticipate a small decline in corporate 
profits next year. 

Ihe unemployment rate is forecast to increase slightly 
next year, to 6 . H% from 6 . 1 # this year. In April, the 
consultants forecast that the unemployment rate v~ouid 
remain unchanged next year at 6.2#. 

Beneath these areas of broad general agreement, our con- 
sultants are widely split on the pattern of growth to be expected 
during 1979 - Somewhat more than half expect growth to be slower 
m the first half than the second half, but a significant minority 
expect a stronger first half than second half. Within this latter 
group, two consultants expect real GNP to reach a cyclical^.pe.ak 
m the third quarter and one anticipates no growth between the~third 
and fourth quarters. 
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s with them on this point since -'their meeting 
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, The reasoning supporting the case for a slow; first half of 
9/9 as that the many negative factors already prevalent in the 
economy -- high interest rates, a decline in savings filows to thrift 
institutions, a slowdown in the growth of real incomes, a high 
ratio of installment debt to disposable income, etc. -r will’ 
r y 7 1 - ’ c T y affect new housing activity and consumer spending this 
1 an and early next year rather than later in 1979. 1 

. Those who hold this view do not expect the forthcoming 
declines m these sectors to be long or deep because there are no 
obvious excesses to be corrected. The housing industry, in particular 
has strong underlying support from demographic trends as well as 
the belief that real estate is a good inflation hedge. 
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counted w-Jh r n U ? lly °f °^ r consulta nts favor tax reduction 
coupled with a lower level of government spending. They are 

e o ol/LTl 6 about l he heavy burden of government bn the 
economy and the lack of tax incentives to stimulate capital 
investment and improve productivity. i 


inflat 
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With regard to the immediate problem of how bo deal with 
Strong! V con ? u - lfc ants reject short-term palliatives and 

The ” ?o«e„ ml 'll ^ approach that deals with! fundamentals . 
* meaningful reductions In the federal deficit, a 

Jtte of ^ow?h o? n fh ra f e P r ’ oductlvit y. a gradual slowing In the 
economic f T monetary aggregates, a slower rate or real 

fnr l nnff concrete actions by government to relieve 

y Pressures caused by government, such as' the higher 
be lu'-tifiod’ agricultural subsidies, and regulations that cannot 

of the Pnhhf ! a c 0 st_benefit basis. President Carter's veto 
01 the Public Works Rill was one such action.. 
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They point out it has taken more than a rienarie tn r> 0 
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must he t-n A q5 eloma 'it in any long-range program to reduce inflation 
must be to achieve a slower rather than a faster rate of real 
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flosor fn %t , , bbc economy from this point forward is likely to be 
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In this context, they view the prospect of a slackening 
in growth next year as a positive rather than a negative development 
Some industries may experience more problems than they would like 
as the overall rate of growth eases but, in view of our consultants, 
the total economy cannot grow any faster than 3 % from its present * 
level without creating new strains, more inflation, and ultimately 
a full-fledged recession. This is why they do not advocate tax cuts 
without equivalent spending cuts as this time and why they oppose 
legislation such as the Humphrey— Hawkins Bill that has faster growth 
as its objective. 


In summary, if the majority view of our consultants 
turns out to be right, it would mean that the economy is making 
a _ successful transition to a slower more sustainable rate of growth 
without the pain of a recession. Federal Reserve monetary” policy 
is contributing to this slowdown, and so far has avoided causing 
a recession. Most of our consultants think this will continue to 
be the case. in linn:, slower growth should dampen inflationary 
pressures, hut the problem is that it may not happen boon enough 
for those who must face the voters on tipis issue. 
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